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KEY ECONOMIC INDICATORS 


1986 


National Income (Bs millions) 


GDP at current prices 

GDP at 1984 prices 

GDP per capita (in 1984 Bs) 
Disposable National Income 434,169 
Central Gov Surplus/Deficit(-) -16,700 
Public Sector Surplus/Deficit(-)-21,500 
Net Domestic Investment 49,070 


Population & Labor (000) 


Population (Jul/Dec) 

Labor Force (Jul/Dec) 

Total Employment (Jul/Dec) 
Unemployment Rate (%) (Jul/Dec) 


Production 


Petroleum/NGL/condensates(000b/d) 1,884 
Aluminum Ingots (000 MT) 428 
Steel Liquid (000 MT) 3,402 
Cement (000 MT) 4,439 
Motor Vehicle Sales (000 units) 150 
Construction Permits Granted (a) 3,762 


Money & Prices (Dec 31) 


Money Supply M2 (Bs millions) 224,931 
Public Extern. Debt ($ millions) 25,300 
Public Domest. Debt (Bs million) 72,858 
Bank Lending Rate (%) (average) 12.7 
Consumer Price Index (1984=100) 132.1 
Weighted Avg. Off. Exch. Rate 8.91/$1 
Avg. Free Market Exch. Rate 19.57/$1 


Balance of Payments ($ millions) 


Merchandise Imports (FOB) 
Merchandise Exports (FOB) 
Petroleum Exports 

Merchandise Trade Balance 
Current Account Balance 
Current-Capital Account Balance 
Central Bank Reserves (Dec 31) 


U.S.-Venezuela Trade ($ millions) 


U.S. Exports to Venezuela (FAS) 3,237 
U.S. Imports from Venezuela (CIF) 5,446 
U.S. (%) Share of Ven. Exports 56.4 
U.S. (%) Share of Ven. Imports 42.0 


493,765 
336,014 
18,772 


17,899 
6,107 
5,478 

10.3 


7,862 
9,122 
7,592 
1,260 
-1,471 
-3,875 
9,858 


1987 


719,423 
350,047 

19,036 
637,585 
-37,445 
-31,002 

75,374 


18,388 
6,321 
5,785 

8.5 


1,810 
420 
3,672 
4,971 
111 
3,080 


279,649 
25,600 
79,433 

12.6 
185.3 


_1988_ 


924,388 
369,900 

19,570 
816,695 
-35,791 
-72,309 
121,889 


18,900 
6,452 
5,785 

"9 


1,858 
430 
3,630 
6,199 
123 
N.A. 


319,114 
24,945 
86,880 

12.6 
251.1 


13.67/$1 15.50/$1 
28.33/$1 33.80/$1 


8,832 
10,567 
9,054 
1,735 
-1,125 
-1,166 
9,376 


3,560 
5,881 
56.3 
43.6 


10,872 
10,114 
8,158 
-758 
4,692 
-5,961 
6,584 


4,600 
5,200 
51.0 
42.0 


Main U.S. Exports (1988): machinery, transport equipment, auto parts, 


chemicals, wheat, feed grains. Main U.S. Imports (1988): crude oil & 
products, aluminum, steel products, iron ore, cement, gold, shell- 
fish, tuna, coffee. 


Notes: 
Sources: 


(a) private sector. 
Venezuelan Foreign Trade Institute and Central Bank. 





SUMMARY * 


Venezuela is in the deepest recession in memory. Overall 
economic activity could contract 10 percent or more in 1989. 

Most sectors of the economy are experiencing declines in demand 
of 40 to 50 percent, some (automobiles) as high as 80 percent or 
more. Unemployment, according to government figures, increased 
from 7.7 percent in December 1988 to 8.9 percent in June 1989 and 
is rising. The inflation rate, fueled by a 170 percent upward 
adjustment of the Bolivar/U.S. dollar exchange rate in March, the 
freeing of prices of most goods and services, and poor local 
harvests, will increase about 80 percent in 1989, an 
unprecedented rate for Venezuela. 


The new government, which took office February 2, 1989, has 
signalled its intention to fundamentally restructure the 
oil-driven economy to produce a more outward-looking, diversified 
and market-oriented economy. To support this economic 
restructuring, the Venezuelan Government has negotiated a 
three-year, $5 billion, extended fund facility with the IMF and 
has begun a multi-billion dollar sectorial loan program with the 
World Bank. The Venezuelan Government is negotiating entry into 
the General Agreement on Trade and Tariffs (GATT). Important 
economic policy changes have included elimination of the multiple 
exchange rate system in favor of a single floating rate, 
liberalization of the trade regime, the lifting of price controls 
on most private sector goods and services, steep increases in 
domestic interest rates and the reduction of subsidies. These 
changes are to be followed by other reforms, including 
privatization and the overhaul of the tax systen. 


These changes in economic direction, which were perceived as 
sharply eroding living standards, sparked social disturbances in 
late February. The U.S. Government disbursed a $450 million 
bridge loan in March. The balance-of-payments position of 
Venezuela in 1989 will improve significantly over the 1988 record 
deficit. Principal payments on public and private sector debt 
have been suspended in 1989, while the Venezuelan Government has 
been negotiating a new debt agreement with the commercial banks. 
In late September, the commercial banks provided a $600 million 
interim finance facility to bring 1989 interest payments up to 
date. However, an overall debt agreement is still being 
negotiated. 


For U.S. exporters, Venezuela will continue to be a significant 
market. In 1988, U.S. exports to Venezuela amounted to nearly 
$4.6 billion, making Venezuela the second largest market for U.S. 
products in Latin America. However, the economic adjustments 
underway have lowered demand for imports this year. Some upturn 
in imports can be expected in 1990. U.S. exporters have enjoyed 


* This report was prepared in mid-December 1989. 





a traditionally large market share, but they are faced with 
increased competition from European and Japanese suppliers, 
especially in major projects. 


INTERNAL ECONOMY 


The Venezuelan internal economy is experiencing a deep 
recession. Gross domestic product may contract as much as 10 
percent in 1989 compared with a 5.7 percent growth rate in 

1988. The recession is attributable in part to the government’s 
need to reduce demand in the face of record 1988 fiscal and 
balance-of-payments deficits. Additionally, the government has 
embarked on an economic adjustment program designed to 
restructure the economy to produce a more outward looking, 
diversified and market-competitive economy. 


Government fiscal policy in 1989 tightened considerably and the 
consolidated public sector fiscal deficit is expected to be 
reduced from 7.8 percent of GDP in 1988 to 2 to 3 percent in 
1989. Government spending accounts for roughly one third of 
GDP. The dramatic reduction in the fiscal deficit is a result 
of both improved government revenue (mostly petroleum in origin) 
and a sharp reduction in capital expenditures and 
below-inflation wage increase for public sector employees. 
Additionally, congressional delays in approving the government’s 
counter-recessionary employment-generating spending programs 
improved fiscal performance. Most of the 1989 fiscal deficit 


will be financed by government domestic borrowing. 


Monetary policy has been tighter than fiscal policy. Nominal 
money supply during the first 10 months of the year expanded 
14.1 percent compared with an official inflation rate of 75.5 
percent. High domestic interest rates, sharply contracting 
consumer demand and inventory build-up in 1988 dramatically cur- 
tailed demand for bank credit. New mortgage credit practically 
dried up in 1989 as mortgage banks awaited a legal determination 
as to whether interest rates on mortgages would be variable. 


Consumer purchasing power was dramatically reduced by an 
unprecedented increase in the inflation rate. The dismantling 
of price controls on most goods and services produced by the 
private sector and sharp increases in utility, gasoline and 
transport prices drastically reduced disposable income, 
especially in low-income groups. Particularly worrisome, food 
prices, due to a combination of poor local harvests and sharply 
higher import prices, jumped 94 percent during the first 10 
months of 1989. As a result, the average family is estimated to 


spend 60 percent of its income on food, up from 40 percent in 
1988. 


BALANCE OF PAYMENTS 
In contrast to the somber performance of the domestic economy, 


Venezuela’s external accounts are registering major improvements 
in 1989. In contrast to a 1988 trade deficit of $760 million, 





Venezuela should post a sizeable trade surplus of between $3.5 
and $4 billion. Strong international petroleum prices will 
boost petroleum income by more than $1 billion compared with 
1988 receipts. Non traditional exports are expected to increase 
25 to 30 percent in 1989. The March devaluation of the bolivar 
and the abrupt fall in demand are expected to reduce imports 
about 30 percent in dollar terms in 1989. 


The current account is adjusting towards an equilibrium position 
compared to a record 1988 deficit of $4.7 billion or 8.1 percent 
of GDP. Interest payments on Venezuela’s external debt are 
expected to be lower than in 1988 due to a retiming of fourth 
quarter payments due to commercial banks on public sector 
restructured debt and a virtual halt since April 1989 of private 
sector medium-term debt payments (non trade related) to the 
commercial banks. The capital account is expected to remain in 
deficit, but improve compared with the 1988 deficit of $370 
million due principally to the suspension of principal payments 
on the external debt and an influx of multilateral finance, 
principally from the IMF and World Bank. There is a significant 
drop in the letter-of-credit finance compared with 1988 levels. 
International reserves at the end of 1988 totalled $6.6 billion 
and are expected to close 1989 with a modest increase. 


In June 1989, the Venezuelan Government negotiated a three-year, 
$5 billion, extended fund facility (EFF) with the IMF. Two 
large structural loans, totalling $750 million, have been 
approved by the World Bank, and disbursements began in the final 
quarter of 1989. In March, the U.S. Government provided a $450 
million bridge loan to Venezuela. In September 1989, the 
commercial banks provided a $600 million interim finance 
facility to Venezuela. 


EXCHANGE AND IMPORT CONTROLS 


On March 13, 1989, the government replaced the multiple exchange 
rate system with a single floating rate set at the prevailing 
free-market rate. This meant a 170 percent upward adjustment of 
the official Bs 14.5/$1 exchange rate. During the 
March-September period, the bolivar showed great stability 
trading in the Bs 37-39 range. In October and November the 
bolivar weakened and is currently at Bs 44/$1 or about 10 
percent lower than in March. The Central Bank of Venezuela 
intervenes to correct abrupt fluctuations. However, the stated 
policy is that Venezuela will maintain a competitive exchange 
rate, set by market forces. The unified exchange rate applies 
to all transactions, with some transitory exceptions being 
granted to some outstanding letters of credit (L/C) and some 
older private sector debt owed to or guaranteed by official 
creditor agencies. The government partially recognized the 
former exchange rate guaranteed in letters of credit granted to 
finance imports that were nationalized (customs duties paid) 
during June-October 1988. In July, the Central Bank of 





Venezuela began to issue three-year, dollar-denominated 
promissory notes to importers holding such L/Cs which had made 


prior payment to commercial banks of the corresponding amount in 
bolivars. 


With the advent of exchange unification, prior exchange 
authorizations and preshipment inspections have been 
eliminated. In June, the government announced the first phase 
of a multi-year progressive reduction of tariff rates and 
quantitative restrictions. The maximum tariff rate was reduced 
from 130 to 80 percent and is scheduled to be reduced to 50 
percent in 1990, 40 percent in 1991, 30 percent in 1992, and 20 
percent in 1993. Import license requirements have been 
significantly reduced. Licenses are still required for some 
luxury goods to conserve foreign exchange and certain others are 
subject to direct prohibitions. The Venezuelan Government is 
negotiating entry into the General Agreement on Trade and 
Tariffs (GATT). 


FOREIGN DEBT 


As of June 1989, Venezuela’s public sector external debt is 

estimated at $25.0 billion. Medium-term private sector debt is 
estimated to total an additional $3.5 billion. Outstanding ex- 
ternal debt represents almost 60 percent of GDP. Approximately 
90 percent of Venezuela’s outstanding debt is owed to commercial 
banks. During 1983-88, Venezuela was considered a model debtor 


because it repaid $35.2 billion, including principal repayments 
totalling $15.7 billion. In 1988, Venezuela’s debt service 
equalled 45 percent of exports. 


In January 1989, the outgoing Lusinchi government notified the 
commercial banks of its intention to renegotiate the terms of 
the external public debt agreement with the commercial banks and 
to defer principal payments on this debt during the 
renegotiation process. 


In February, the Carlos Andres Perez government suspended 
principal and interest payments on private sector debt and 
slowed interest payments due commercial banks on the public 
sector debt. In late September, the commercial banks provided a 
$600 million interim finance facility which, together with a net 
contribution by Venezuela, brought 1989 interest arrearages 
through September up to date. 


In the current negotiations with the commercial banks, the 
Venezuelan Government hopes to achieve significant debt and debt 
service reduction on $20.6 billion in formerly restructured 
commercial bank debt. The Venezuelan Government has offered a 
menu of options, which includes cash buy-backs, debt-for-bond 
swaps with either reduced interest or principal payments, a 
petroleum guarantee for a 50 percent reduction in interest or 
principal and new money. Venezuela is currently negotiating with 
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the commercial banks and is counting on a significant reduction 
in commercial bank debt to offset its planned increase in debt 


obligations with multilateral agencies such as the IMF and World 
Bank. 


PETROLEUM, PETROCHEMICALS AND COAL 


During 1989, Venezuela purchased a 50 percent share in Union Oil 
Company of California (UNOCAL) and became sole owner of Champlin 
Petroleum Corporation. Through its internationalization program 
Petroleos de Venezuela, S.A. (PDSVA) was able to obtain higher 
earnings than it would have received had it sold its crude in 
the spot market. Petroleum exports receipts in 1989 will show a 
strong increase over export earnings in 1988. The latest 
available figures (1988) show that Venezuela continues to be 
heavily dependent on petroleum revenues. 


In 1988, petroleum accounted for almost 13 percent of GDP, over 
48 percent of central government revenue, and almost 80 percent 
of export earnings. In 1988 Venezuela exported an average of 
1.618 million barrels of oil per day at nearly $13.42 per 
barrel. Earnings for 1988 petroleum exports were $8.15 billion, 
almost $1 billion below 1987 but up sharply from the $7.6 
billion earned in 1986. 


During 1989, Venezuela sold most of its petroleum as products, 
refined in Venezuelan refineries within Venezuela, at the Isla 


Refinery on Curacao leased by PDVSA, and refineries either half 
owned or fully-owned by PDVSA in the United States and Europe. 
The internationalization program of 50-50 joint ventures in 
consuming countries now includes Veba (Germany); Nynas (Sweden) ; 
and Citgo, Champlin, and UNOCAL (U.S.). 


Over the last few years, Venezuela has progressively increased 
its production of condensates, reaching slightly over 200,000 
b/d in 1989. However, in 1989 OPEC reclassified as crudes 
nearly all the production Venezuela had previously classified as 
condensates, so making it subject to inclusion in the quota. 
Thus far, losses in condensates have been balanced by 
corresponding production increases in conventional crudes, and 
Venezuela continues to negotiate its condensates within OPEC. 
In 1988, 55 percent of Venezuela’s oil exports went to the 
United States and shipments to Europe accounted for 14 percent 
of total exports. Similar figures are expected for 1989. 


Venezuela’s 1989 proven reserves remain at 58 billion barrels, 
about the same as 1987 and 1988, but over 90 percent more than 
1986. The huge 1986 increase in proven crude oil reserves 
occurred when Venezuela upgraded previous estimates of existing 
reserves, particularly heavy and extra-heavy crudes from the 
Orinoco Heavy Oil Belt (Faja). Since 1986, there have been 
significant discoveries of light and medium crudes, reflecting 
recent emphasis on exploration for these lighter grades. Based 
on the 1989 production rate, Venezuela has proven crude oil 
reserves that will last for nearly 100 years. 





PDVSA’s petrochemical expansion in 1988 focused on Moron, El 
Tablazo, and the Oriente Cryogenic Complex. There are already 
about 16 petrochemical mixed enterprises which rely on 
investment from Pequiven (a PDVSA subsidiary), national and 
foreign firms, and private investors. 


That same year, PDVSA formed a new subsidiary, Bitumenes del 
Orinoco, to market orimulsion (a mixture of heavy oil, water and 
chemical additives), and signed an agreement with British 
Petroleum to sell orimulsion in Europe. Orimulsion will compete 
with coal rather than with petroleum in the fossil-fuel 
electric-power market. 


Carbozulia (a PDVSA subsidiary) has a joint venture with ENI and 
Arco Coal (U.S.) to form two companies to export coal. 
Venezuela has exported coal since 1987. 


INDUSTRY, FOREIGN INVESTMENT AND LABOR 


Industry: The manufacturing sector has been retrenching in the 
face of a severe decline in consumer demand. Among the hardest 
hit sectors is construction, where high interest rates and lack 
of government activity have brought the industry to a near 
paralysis. Cement sales are expected to decline 30 to 35 
percent compared with 1988; chemical production is down 60 
percent, and pharmaceutical output has fallen 40-45 percent. 

The automobile sector has experienced an 80 percent decline in 
sales, in spite of frequent offerings of below-cost discounts. 
Even the food processing industry has experienced an average 30 
to 40 percent decline in sales. Industrial capacity utilization 
in the third quarter of 1989 has declined to 46 percent compared 
with 64 percent in the third quarter of 1988. Industrial 
employment, although stable during the first half of 1989, 
reportedly declined by 65,000 workers or 12.5 percent between 
the second and third quarters of 1989, in spite of a firing 
freeze mandated by the government. More declines in industrial 
employment are expected in the fourth quarter of 1989 as the 
firing freeze elapsed December 1. 


Businesses have adopted a number of strategies to weather an 
abrupt drop in demand, higher costs for primary inputs and 
credit, and some increased competition from abroad. Businesses 
are stretching out inventories accumulated in 1988, offering 
discounts to preserve market share, reducing product lines and 
product sizes, offering below-market rate consumer finance, 
exporting where possible, delaying investments, and are reducing 
labor force through a variety of voluntary incentives. To date, 
there have not been bankruptcies of major industrial groups. 


Foreign Investment: Registered foreign investment at the end of 
1988 totalled $2.1 billion, with 58 percent accounted for by 
U.S. investors. New foreign investment increased only $89 
million in 1988, although companies operating here reinvested 
most of their earnings. The government inaugurated a 
debt-to-equity swap auction in November and currently limits 





local currency disbursements to the equivalent of $600 million 
per year. There is a possiblity that the debt-equity program 
will be expanded as several major projects, particularly in the 
aluminum and petrochemical sectors, apparently are not able to 
offer competitive discounts under the current rules. 


Labor: Labor relations during 1989 were dominated by major 
changes in the economy itself and in government economic policy. 
Organized labor responded to events outside its control by 
negotiating nationwide agreements with both the government and 
the business community as a whole. Strikes remained rare in the 
private sector, and in the public sector use of the strike was 
confined mainly to unions outside the principal labor 
confederation, the Venezuelan Workers Confederations (CTV). 


In an attempt to shield its members against the full effects of 
high inflation and rapid structural changes in the economy, 
organized labor obtained several important accords: an 
across-the-board salary increase in the private sector; a firing 
freeze, which was extended twice (with some modifications) and 
elapsed December 1 with the establishment of a national 
unemployment insurance program. Another across-the-board wage 
increase, to be effective January 1, 1990, is under discussion. 
Labor also organized a collective protest, a 24-hour general 
strike on May 18, 1989. Some important labor leaders have since 
said publicly that the general strike did not achieve its 


objective of influencing public policy, and that they do not 
favor using this tactic again. 


A major revision of labor law was discussed by the Venezuelan 
Congress in 1989 and passed by the Chamber of Deputies. The 
business community strongly criticized the bill, which would 
raise labor costs, and, as a result, modifications were made and 
others have been promised. 


The official unemployment rate rose to 8.7 percent in the first 
half of 1989 and was believed to be at least 12 percent late in 
the year. Loss of jobs in the formal sector of the economy is 
also said to be increasing the size of the country’s "informal" 
economy. Because of inflation, real wages fell steeply after a 
March wage hike, and by November 1989 the urban minimum wage 
amounted to $93 per month. 


AGRICULTURE 


The Carlos Andres Perez government has departed from the 
agricultural policies of the past 30 years, which were based on 
preferential exchange rates, generous subsidies, and cheap 
agricultural credit. Exchange unification, sharp cuts in 
subsidies and hikes in interest rates have increased costs for 
most producers by about 200 percent. Producers have found it 
difficult to pass on these increased costs to the consumer. In 
the face of reduced profit margins and falling sales, many 
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producers elected to curtail plantings or not to plant at all. 
Agricultural production is likely to be off 15 to 20 percent in 
1989 due to a combination of profit squeeze and poor weather. 


The general price increase on food products has outstripped the 
overall inflation rate in 1989. Agricultural imports probably 
declined 50 percent in 1989 compared with 1988 levels. Imports 
from the United States in 1989 should be about $500 million, 
which should account for more than 50 percent of total 
agricultural imports. 


In spite of this decline in 1989, imports will play an important 
role as a source of food supply as well as a constraint on 
internal food prices. Commodity Credit Corporation credits 
could play an important part in determining the source of 
agricultural imports. 


IMPLICATIONS FOR U.S. TRADE 


Because of the far-reaching revision of Venezuela’s economic 
policy, particularly measures related to reducing barriers to 
trade in the import regime, new market opportunities will be 
emerging in 1990. After an adjustment period, the United States 
will have good opportunities for sales of industrial raw 
materials, intermediate goods, especially for the petroleun, 
petrochemical, aluminum and steel, mining, and agricultural 
sectors. 


U.S. business is experiencing increased competition from European 
and Japanese suppliers who have identified Venezuela’s excellent 
long-term market potential. American companies who adopt a 
similar approach should be able to compete effectively. The 
United States enjoys a traditional 40 percent plus share of 
Venezuelan imports. 


Several major projects planned or begun during 1989 are expected 
to move forward during 1990/91. There are possibilities of 
foreign equity partnerships in a variety of sectors. Major 
projects offer opportunities not only to service contractors, 
but also to U.S. suppliers of materials and equipment. 
Competitive financing remains a critical factor. 
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In many of the following projects, U.S. subcontractors and 
suppliers could participate: 


PROJECT COMPANY 


Aluminum smelter expansion Alcasa 

BTX plant Corpoven 

Bauxite mining development Bauxiven 

Polypropylene plant Propilven 

Ammonia plant Nitro-Oriente 

MTBE plant Superoctanos 

Orinoco pulp & paper project Pulpa Orinoco 

Aqueduct project, central Venezuela INOS 

Linear low-density polyethylene Pequiven/Grupo Zuliano 

Macagua II hydroelectric dam Edelca 

Olefins - elthylene/propylene Pequiven 

Chlorine/caustic soda plant Pequiven 

MVC/PVC Pequiven 

Ethylene oxide/ethylene glycol Pralca 

Methanol Pequiven/Mitsubishi 

Methanol ; Pequiven/ENI 

Styrene monomer Pequiven/Dow Chemical/ 

Grupo Zuliano 

Guasare Coal Project Carbones de Guasare, C.A. 

Gold production/processing CVG/Minerven/ 
facilities (Paso Diablo Mine) Venorca/foreign investors 


Companies interested in this market are urged to contact the 
U.S. Embassy to obtain information on bid opportunities which 
may not be publicly advertised and to identify local 
representatives. Information is also available from the U.S. 
Department of Commerce in Washington, D.C. 























